Differential cost analysis: judging a PPO's feasibility.
The single most important financial decision that hospital management must consider when developing a PPO is the selection of an appropriate discount rate. But discounts can be a two-edged sword. If discounts are too low, the PPO will fail to attract enough employers to test whether the venture can achieve true savings. If the discounts are too high, the hospital will lose money. Differential cost analysis can help solve this dilemma. Using this framework for analysis, the differential costs and revenues of the PPO venture can be calculated and the financial feasibility of the PPO venture determined.